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New York, N.Y. 10013-4859

(City) (State) (Zip Code)

NAME AND TELEPHONE NUMBER OF PERSON TO CONTACT IN REGARD TO THIS REPORT
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B. ACCOUNTANT IDENTIFICATION
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Acquavella, Chiarelli, Shuster & Co., LLP

(Name - if individual, state last, first, middle name)
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OATH OR AFFIRMATION

I, Kathleen M. Cuomo , swear (or affirm) that, to the best of

my kuowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Equities Trading Corporation . as

of Hay St ,2004 , are true and correct. [ further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account

classified solely as that of a customer, except as follows:

i LA
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Notary Public, State of New York

- 0 ,!\flo.dOZTH4835985
. ¥ — ualified in Nassau County
Notary Public Commission Expires 04/30/20ty !

This report ** contains (check alf applicable boxes):

B (a) Facing Page.

(b) Statement of Financial Condition.

&l (c) Statement of Income (Loss).

OJ (d) Statement of Changes in Financial Condition.

k] (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

O (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

&) (g) Computation of Net Capital.

K} (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

Kl (i) Information Relating to the Possession or Control Requirements Under Rule {5¢3-3.

Kl (j) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rufe 15¢3-3 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule [5¢3-3.

O (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

ié] (1) An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Report.
{n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

)

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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INDEPENDENT AUDITORS’ REPORT  New York Seae Sociery of

Certified Public Accountants

' To the Shareholders and Board Of Directors of Equities ~Trading Corp.:

, We have audlted the accompanymg statement of financial condmon of Equmes Tradmg Corp (the -
“Company”) as of May 31, 2004, and the related statements of operations, changes in shareholders’ equity and
cash flows for the fiscal year then ended. These ﬁnancxa] statements are the responsibility of the Company’s

] management. Our respon51b1hty is to express an oplmon on these ﬁnancxal statements based on our audit.

We conducted our audit in accordance ‘with audltmg standards generally accepted in the United States of
' America. Those standards requ1re that we plan and perform the audit to obtain reasonable assurance about
~ whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the ﬁnanmal statements. An audit also includes assessing
the accounting prmcxples used and significant estimates made by management, as well as evaluatmg the overall
financial statement presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial -
position of Equities Trading Corp. as of May 31, 2004, and the results of its operations and its cash flows .
for the fiscal year then ended, in conformlty with accountmg principles generally accepted in the United States

~ of America. v : L

* Our audit was made for the purpose of forming an opinion on the basic financial statements taken as a whole.
The information contained on pages 12 to IS are presented for purposes of additional analysis and is not a
required part of the basic financial statements, but is supplementary information required by Rule 17a-5 of the
Securities and Exchange Act of 1934. Such information has been subjected to the auditing procedures applied -
in our audit of the basic financial statements and, in our opinion, is fairly stated in-all material respects in
relation to the basic financial statements taken asa whole and i in conformity with the rules of the Securities and -

-Exchange Comm1s51on : : :
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.0 T R Page 4 -
EQUITIES TRADING CORP. ‘

' STATEMENT OF FINANCIAL CONDITION

'MAY 31,2004

"ASSETS
Cash and cash equivalents o - o . $23,59%
Deposit- with clearing broker ) _ L 50,000
Receivable from clearing broker Co S : . 3,901
Securities owned : o o o 13,675
Other assets. - ‘ R T S 33.896

Total assets o | -+ 8125068

'LIABILITIES AND SHAREHOLDERS’ EQUITY

Lzabxhtles

Accounts payable and accrued expenses ‘ o , R . $ 6.327
Total liaBilities L o o 6327

Shareholders equity: '
Preferred stock $100 par value 4, OOO shares

authorized, 740 shares issued and outstandlng o 4 Lo ' - 74,000
Common stock $1 par value, 12,000 shares authorized, . = ’ ( o
8,000 shares issued and outstanding ' . : , ‘ 8,000
Additional paid-in capital ‘ L S o 9,450
* Retained earnings -~ . . o I 27,291
- Total shareholders’ equity | - N ' . o 118741
Total liabilities and shareholders’ equity A | $125.068

The accompanymg notes are an mtegral part of these ﬁnancml statements

ACS COO Acquavella, Chiarelli, Shuster & Co., LLP

e Cereified Public /\LL()UIH% s




Page 5
EQUITIES TRADING CORP.
o STATEMENT OF OPERATIONS

~ FOR THE YEAR ENDED MAY 31,2004 -

Revenues:
- Commissions income R \ S N B _$166,792
Interest income B o ' o 408
" Other income | . ( ‘ . ‘ S _ 467
~Total revenues L B IR B 167.667
| Exp—en'ses: _
vEmployeecompensatioh' and benefits ‘ o { . S 41,987
Clearing and quote services - - C . 44,791
" Rent and property taxes — e ' : ‘ 35,909
Office supplies.and. expenses o 3 ' » R 12,417
' Professional fees . - o S : ‘ 13,305
Insurance o | , : o 9,763
Telephone and utilities =~ o : " 7,678
Computer maintenance _ R o _ . . - 5,175
Payroll taxes - o o 5,114
Pension expense | . : ’ o 4,418
Regulatory fees | : S o ' 3.288 .
Total expenses - . o | _ T o | 183.845 :
_Net loss before ineome tax benefit ~ o S | C l6,l‘v78)i ~
Income tax benefit o I " L ‘ : B 7:682 3
Net loss | e T (5_8496)

The accompanying notes are an integral part of these financial statements‘

ACS COO Acquavella, Chiarelli, Shuster & Co., LLP

e O trnﬁed Public Accountants
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EQUITIES TRADING CORP
: STATEMENT OF CHANGES IN SHAREHOLDERS’ EQUITY o

FOR THE YEAR ENDED MAY 31, 2004

- Additional -

HI‘)referre‘d ~ Common Paid-in Retained -
Stock ‘Stock~v : Capital . Earnings Total
 Balances June 1,2003 . 574000 8,000 "$9,450’f. 35787 $127.237
'Add: Netloss (_8.496) ,:( 8.496)
BalancesMay 3i 2004 $74.000 553_,90_9 $9.450 $2J_;_9; _' _ $118.741

"The accompanymg notes are an mtegral part of these ﬁnanmal statements

ACS COO Acquavella, Chiarelli, Shuster & Co., LLP

-0 ervified Public !\L,LOUHI ants




Page 7
' EQUITIES TRADING CORP. -
' STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED MAY 31,2004

Cash flows from operating activities: -
Net loss - I - o . (3 8,496)
Adjustments to reconcile net,loss to net

cash provided by operating activities: -
(Increase)decrease in operating assets:

Receivable from clearing broker . o o I 5,894
Clearing firm deposits T R S 473
Securities owned ‘ - o (0 529)
Other assets - o - o ( 8755)
* Increase (decrease) in operating habllmes B L 3
- Accounts payable and accrued expenses o o (L 276)
Net cash used by operating activities R o - (11.685 685)

~ Cash used from financing activities:’

Repayment of loan payable | S : " o B ( ‘69,4'00)‘ N
Net decrease in cash and cash equi{/alents . | : | ‘ N 81;0~85)
Cash anci caS_h equi'velehts at June 1, 2003 - A e o ; : 104 6841;
. Cash and cash eqixi\‘fale.nts at‘Ma'iy‘31,k2004 SR : ' | ‘ o 3 23,596

~ The accompanymg notes are an mtegral pan of these ﬁnancxal statements

ACS COQ Acquavella, Chiarelli, Shuster & Co. ., LLP

- Certified Public Accountants




- Page8
'EQUITIES TRADING CORP.
- NOTES TO FINANCIAL STATEMENTS

' FOR THE YEAR ENDED MAY 31,2004 -

Organization and Nature of Business

Equities Trading Corp. (the “Company”) was incorporated in the State of New York in June 1985
and commenced operations in February of 1986. The Company acts as a broker, executing transactions
for customers and forwarding all such transactions to other broker-dealers and clearing brokers on a
4 fully disclosed basis. The Company does not hold funds or securities for customers. Any funds or
- securities received by the Company are promptly transmitted to the clearing broker. The Company is

registered with the Securities and Exchange Commission and is a member of the Natlonal Association
-of Securities Dealers ' *

Summary of Signiﬁcant Accounting Policies

2)

b

Commissions

The Company executes all of its customer trades through other member firms and records all
securities transactions on a trade-date basis. The Company maintains its books and records on

“an accrual basis in accordance with accountmg prmcxples generally accepted in the United =

States of Amenca

Income Taxes and Deferred Income Taxes

The Company is liable for federal state and local taxes as applicable. ‘As of May 31, 2003 the
Company had a net operating loss carry forward of $10,973 for New York City and $11,605.
for New York State for a total of $22, 578. The amount of current and deferred taxes payable
or refundable is recognized as of the date of the financial statements, utilizing currently enacted

- tax laws and rates. Deferred tax expenses or benefits are recognized in the financial statements

for the changes in deferred tax liabilities or assets between years.

g Use of Est-imates .

Management uses estimates and assumptions in preparing financial statements in accordanceé

~ withaccounting principles generally accepted in the United States of America. Those estimates
- and assumptions affect the reported amounts of assets and liabilities, the disclosures of

contingent assets and liabilities and related revenue and expenses. Actual results could vary

from the est:mates that were assumed n preparmg the ﬁnanmal statements.

ACS COO Acquavella, Chiarelli, Shuster & Coo, LLP

( ertmed Public Accountants




- Page 9.
EQUITIES TRADING CORP. |
NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED MAY. 31, 2004

Clearmg Firm Deposxts |
‘The deposn thh clearmg ﬁrm consxsts of cash and cash equlvalents
Receivable from Clearing Broker

Amounts recewable from clearing broker is for commxssmns earned and is unsecured. Interest is paid
--on funds on deposit at ﬂuctuatmg rates.

Securities Owned

The Company owns 500 common stock shares of the NASDAQ Stock Market, Inc. (“NASDAQ”)
together with warrants to purchase an additional 800 shares of NASDAQ. These stocks and warrants
are recorded at fair market value. Management has elected to classify these equity securities as trading
securities, accordmgly the unrealized gain of $525 for the period from June 1, 2003- -May 31, 2004 is -
reported in the statement of operations under other income. The warrants are exercisable as follows:

Exercisable on or after - . Void after | o Exercise price
June 30,2003  June25,2004 - .- $1400
June 28, 2004 ' June 27,2005 . §15.00

- June 28, 2005 - June 27,2006 g - $16.00
As of May 31,-2004, none of the warrants werelexerciéed.. : |
" Preferred Stock
The preferred stock entltles the holders to recelve a cumniau\re dividend at the rate of 5 percent per
annum of the par value of the preferred stock of the Company, payable annually, when, and if declared

by the Board of directors, before any dividend shall be set apart or.paid to the holders of the common
stock. :

ACS COQ Acquavella, Chiarelli, Shuster & Co. ., LLP

P Cerrified Public Accountants
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Page 10 -
" EQUITIES TRADING CORP.
NOTES TO FINANCIAL STATEMENTS

" FOR THE YEAR ENDED MAY 31,2004

Preferred Sytock (continued)

As of May 31, 2004, accumulated dwxdends in arrears due to preferred shareholders are as follows -

) -Amount
Year Ending May 31, 1999 - § 3,700
2000 3,700
, 2001 . 3,700
B 2002 3,700
| - 2003 . 3,700

2004 3700 -

Total $22.200

In case of liquidation, dissolution or winding up of the Company, whether voluntary or involuntary,
before any amount shall be paid to the holders of the common stock, the holder of the preferred stock
shall be entitled to $100 per share and the dividends accumulated or declared and unpaid thereon, but -
shall not participate in any further distribution of the assets of the Company. The preferred stock may,
at the option of the holder be converted to common shares of the Company at the rate of one common

~ share for each preferred share tendered. The Company may redeem or purchase all or part of its

preferred stock by paying to the holders the sum of the par value of each share plus the accumulated
dividend per share. Preferred shareholders have hmlted voting rlghts

‘; Rule 15¢3-3

The Company is exempt from the prov1sxons of rule 15¢3-3 under paragraph (k)(2)(i) in that the
Company carries no margin accounts, promptly transmits all customer refunds and delivers all securities
received, does not otherwise hold funds or securities for or owe money or securities to customers, and
effectuates all financial transactions on behalf of customers on a fully disclosed basis.

Net Capital Requirements

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule (SEC
rule 15¢3-1), which requires the maintenance of minimum net capital and requires that the ratio. of
“aggregate indebtedness to net capital, both as defined, shall not exceed 15to 1. At May 31, 2004 the
Company had net capital of $81,243, which was $31, 243 in excess of its requ1red net capltal of

: v$50 000. The Company s net capltal ratio was .08 to 1.

ACS COO Acquavella, Chlarelll, Shuster & Co., LLP

Certitied Public Accountanrs
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| Page 11
EQUITIES. TRADING CORP.
NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED MAY 31, 2004

" Concentrations of Credit Risk

In the normal course of its business, the Company énters into financial transactions where the risk of

potentnal loss due to changes in market (market risk) or failures of the other party to the transaction
to perform (credlt risk) exceeds the amounts recorded for the transaction.

The company s policy is to continuously monitor its exposure to mafket and counter-party risk through
the use of a variety of financial, posmon and credit exposure reporting and control procedures. In
addition, the Company has a policy of reviewing the customer and/or other counter—party with whxch
it conducts business.

Asof May 31, 2004, there was no significant customer accounts having debit balances which presented
any risk nor was there any 51gn1ﬁcant exposure with any other transaction conducted with any other

: ’broker

Commitment

The Company s:gned a five-year lease on its office space that explres in the year 2004 The momhly
office rent 1s $2 500 through October 31, 2004. Future minimum rent payments are as follows:

. From June 12,2004—October31?2004_ $12.500

Total | 812500

~ Retirement Plan.

- The Company has a discretionary profit-sharing covering substéntially all of its employees: Profit-
. sharing expense is funded through annual conmbutlons tothe plan The contribution for the year ended

May 31, 2004 was $4,418.

ACS COO Acquavella, Chiarelli, Shuster & Co ,-LLP

S Certified Public Account: antrs




Page 1'2'
" EQUITIES TRADING CORP. |

'COMPUTATION OF NET CAPITAL UNDER RULE 15¢-3-1
" OF THE SECURITIES AND EXCHANGE COMMISSION

| AS OF MAY 31, 2004
" Credits ‘ ; : , T o ' C
Total shareholders’ equity - : co S o B - $118,741
Deblts | ; | », A ‘ -.
Non allowable assets : o S T (36954
‘Net capi'te.il‘before ﬁaircuts S - - o o - 81,787
 Less: Haircu‘t'on4mon‘eyv-r4narkét . o T S 4, o (______ 344)
Net capital = I S h © 81,243
Minimum net cépitsl recAjuiremevnt _ ) ‘ o o ‘. ¥‘ - ( : 50.000)
qulcessNetCapi,tal’ o | o o $ 31243 .
. Ratio of aggfr_egaté indei)tédness to ﬁet .éaﬁital T o ‘ - ) 008 t‘o'l‘

No matenal differences exist between the above computat:on and the Company S correspondmg unaudnted
focus Form X-17A-5 Part ITA filing. : . ,

ACS CO. Acquavella, Chiarelli, Shuster & Co., LLP

Cerrified Public Accounrants




-Page 13
EQUITIES TRADING CORP
COMPUTATION FOR DETERMINATION OF THE RESERVE REQUIREMENTS AND .
INFORMATION RELATING TO POSSESSION OR CONTROL REQUIREMENTS FOR
BROKERS AND DEALERS PURSUANT TO RULE 15c—3 3

FOR THE_YEAR ENDED‘MAY 3»1, 2004

. The Company does not effect transactions for anyone defined asa customer under Rule 15¢-3-3." Accordingly, -
there are no items to report under the requirements of thxs Rule. -

ACS COO Acquavella, Chlarelh, Shuster & Co.; LLP

- Certified Publ:( /\LLOUI)[}EHS
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SUPPLEMENTARY INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL
REQUIRED BY RULE 17a-5 OF THE SECURITY AND EXCHANGE COMMISSION

To the Shareholders and Board of Directors of Equities :’l_"rading’ Corp.. -

~ In planning and performing out audit of the financial statements of Equities Trading Corp. (the “Company”)

_ for the year ended May 31, 2004, we considered its internal control structure, including. procedures for

- safeguarding securities, in order to determine our auditing procedures for the purpose of expressmg ouropinion
of the financial statements and not to prov1de assurance on the internal control structures.

Also, as requrred by rule 17a-5 (g)(1) of the Securities and Exchange Commission (the “Commlssmn ), we
" have made a study of the practices and procedures (including tests of compliance with such practices and
" procedures) followed by the Company that we considered relevant to the objectives stated in rule 17a-5(g)(i)
in making the periodic computations of aggregate indebtedness and net capital under rule 17a- 3(a)(1 1); and
~ for determining compliance with the provisions.of rule 15¢-3-3.  We did not review the practices and
_procedures followed by the Company, (i) in making quarterly securities examinations, counts, verifications, and
comparisons; (ii) in the recordation of differences required by rule 17a-13; and (iii) complying with the
requirements of prompt payment for securities under section 8 of Federal Reserve Regulation T of the Board
of Governors of the Federal Reserve System because the Company 'does not carry security accounts for
- customers or perform custodral functxons relatmg to customer securities.

_ The management of the Company is responsxble for estabhshmg and mamtammg an mternal control structure 7
and the practices and procedures referred to in the preceding paragraph. In fulfilling this responsrblhty, :
estimates and judgements by management are required to assess the expected benefits and related costs of

~ internal-control structure policies and procedures referred in to the preceding paragraph and to assess whether -

~ - thosepractices and procedures can be expected to achieve the Commission’s above mentioned objectrves Two

- of the objectives of an internal control structure and the practices and procedures are to provide management :
with reasonable, but not absolute, “assurance that' assets for which the Company has responsibility are
safeguarded against loss from unauthorized use or disposition and that transactions are executed in accordance
with management’s authorrzatron and recorded properly to permit the preparation of financial statements in
conformity with accounting principles generally accepted in the United States of America. Rule 17a-5(g) lists
addltlonal objectlves of the practices and procedures hsted in the precedmg paragraph




Because of inherent limitations in any internal control structure or the practices and procedures referred to-
above, errors or irregularities may occur and not be detected. Also, projection of any evaluation of them to
future periods is subject to the risk that they may become inadequate because of changes in conditions or that
the effectiveness of their des1gn and operation may deteriorate.

Our consideration of the internal control structure would not necessarily disclose all matters in the internal
control structure that might be material weakness under standards established by the American Institute of
Certified Public Accountants. A material weakness is'a condition which the design or operation of the specific
internal control structure elements does not reduce to a relatively low level the risk that errors or irregularities
in amounts that would be material in relation to the financial statements being audited may occur and not be
“detected within a timely period by employees in the normal course of performing their assigned functions.
‘However, we noted no matters involving the internal control structure, including procedures for safeguardmg
securmes that we consnder to be material weaknesses as defined above.

We understand that practices _and procedures that accomplish the objectives referred to in the second paragraph
of this report are considered by the Commission to be adequate for its purpose in accordance with the
Securities Exchange Act of 1934 and related regulations, and that practices and procedures that do not
accomplish such objectives in all material réspects indicate a material inadequacy for such purposes. Based on
"~ this understanding and our study, we believe that the company’s practices and procedures were adequate at
May 31, 2004, to meet the Securities and Exchanges Commission’s objectives.

This report recognizes that it is not pra‘cticable‘ in an organization the size of Equities Trading Corp. to
achieve all the divisions of duties and cross-checks generally included in a system of internal accountmg control
and that alternatively greater rellance must be placed on survexllance by mahagement.

This report is inténded solely for the use e of management, the Securities and Exchange Commission, the
National Association of Securities Dealers and other regulatory agencies which rely on rule 17a-5(g) under the
Securities Exchange Act of 1934 and is not mtended to bé and should not be used by anyone other than these
specified- partles

ﬁcjua/wyéé @/quu/@é ,/l/u,uy@x y % 44/

Iselm, New Jersey
July 27, 2004

ACS COO Acquavella, Chiarelli;, Shuster & Co., LLP
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